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SECURITIES EXCHANGE ACT OF 1934 
Release No. 3651 
ACCOUNTING SERIES 
Release No. 51 
The Securities and Exchange Commission today made' public the following 
information concerning private proceedings involving a certified public 
accountant. The accountant in question had certified the financial state-
ments of a registered broker-dealer filed as part of a report pursuant to 
the requirements of Rule X-17A-5, adopted under Section 17 (a) of the 
Securities Exchange Act of 1934. The proceedings were instituted to 
determine whether, pursuant to Rule II (e) of the Commission's Rules of 
Practice, the accountant in question should be temporarily or permanently 
denied the privilege of practicing before the Commission. 
The statement of the broker-dealer in question, a corporation, was 
required to include financial statements certified by an independent 
certified public accountant or independent public accountant. The certifi-
cate of the respondent in these proceedings read, in part, as follows.* 
"I have reviewed your accounting records and procedures, ana-
lyzed and verified all accounts with debit as well as credit balances 
and examined or verified all securities and cash items, underlying 
customers, brokers, officers, and inventory or trading accounts in 
accordance with the generally accepted audit standards applicable 
to brokers. 
"I hereby certify that the Balance Sheet headed Exhibit A to-
gether with the supporting schedules and details corresponding to the 
questions contained in S.E.C. Form X-17A-5 entered in on the Table of 
Contents attached to my report herewith, in my opinion correctly 
reflects the financial status of your corporation as at ..." 
Subsequent examination of the records of the broker-dealer by the 
Commission's staff indicated that as of the date the above report was 
filed the corporation was insolvent; that customers' free... securities had 
been wrongfully hypothecated in connection with notes payable to banks; 
other customers* free securities had been treated as securities of officers 
pledged to secure such officers' debit balances due to the corporation; 
and that certain notes payable to banks, secured by customers' free securi-
ties, and the collateral thereto, were not recorded on the books of the 
broker-dealer and were not included in the liabilities shown in the 
certified statement of financial condition filed with the Commission. 
The certifying accountant stipulated that his testimony given during 
the course of the Commission's investigation of the broker-dealer involved 
could be made a part of the record in these proceedings. From his testi-
mony, the following facts were established as to the circumstances of his 
engagement and the scope and nature of his audit: 
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The a u d i t o r was a c e r t i f i e d p u b l i c accountant of some t h i r t y 
y e a r s ' expe r i ence , but was a c t u a l l y engaged mostly in income and 
o the r tax work; only twice before had he made a u d i t s of a broker-
d e a l e r ; 
He had met the b r o k e r - d e a l e r ' s p r e s i d e n t through another c l i e n t 
some months before he obta ined the p r e s e n t engagement but had done no 
work for the b r o k e r - d e a l e r p r ev ious ly ; arrangements for the engage-
ment were made by an o f f i c e r of the b r o k e r - d e a l e r who was a l s o the 
f i r m ' s bookkeeper; 
P r io r to h i s a u d i t in connect ion with the Form X-17A-5 f i l e d by 
the b r o k e r - d e a l e r he had read the i n s t r u c t i o n s a p p l i c a b l e to the 
form inc lud ing the minimum a u d i t requi rements p r e s c r i b e d t h e r e i n ; 
Wis " a u d i t " c o n s i s t e d p r i m a r i l y of (1) the p r e p a r a t i o n of a 
t r i a l balance of the genera l l edge r , (2) the examination of s e c u r i -
t i e s on hand a t a date s e v e r a l days subsequent to the da te of s t a t e -
ment, (3) comparison of such ' s e c u r i t i e s with a purpor ted inventory 
of s e c u r i t i e s handed him by the bookkeeper, (4) r e c o n c i l i a t i o n , as of 
the da te of the a u d i t , of two bank s t a t emen t s which were given to 
him, toge the r with the a p p l i c a b l e cance l l ed checks , by the f i r m ' s 
p r e s i d e n t ; and (5) examination of some correspondence in the f i r m ' s 
f i l e s and of c e r t a i n "conf i rmat ions" of bank loans and the under -
ly ing c o l l a t e r a l obta ined by the p r e s i d e n t . 
The a u d i t made thus f a i l ed to inc lude a number of procedures and s a f e -
guards which are p resc r ibed in the i n s t r u c t i o n s to Form X-17A-5 as minimum 
a u d i t requi rements for the proper s u b s t a n t i a t i o n of a s ta tement of the 
f i n a n c i a l cond i t ion of a b r o k e r - d e a l e r . The more impor tant procedures 
omi t ted in t h i s case were: 
(a) V e r i f i c a t i o n of s e c u r i t i e s in t r a n s i t or t r a n s f e r ; 
(b) Obtaining of w r i t t e n conf i rmat ions by d i r e c t correspondence in 
r e s p e c t of bank ba l ances , money borrowed and c o l l a t e r a l pledged 
t h e r e a g a i n s t , accounts and s e c u r i t i e s c a r r i e d for o t h e r s , s e c u r i -
t i e s borrowed and loaned, s e c u r i t i e s f a i l e d to d e l i v e r and f a i l e d 
to r e c e i v e , and accounts wi th cus tomers , o f f i c e r s and d i r e c t o r s ; 
and 
(c) Review of the methods of i n t e r n a l account ing c o n t r o l of the 
b r o k e r - d e a l e r and i t s procedures for safeguarding s e c u r i t i e s . 
In the course of h i s tes t imony the accountant s t a t e d t h a t he " d i d n ' t 
complete the t h i n g , perhaps , the way I should have . . . perhaps not as t h o r -
oughly as I should . . . I was anxious to get away. I went down to F l o r i d a 
and t h i s engagement was the l a s t one I had p r i o r to going, and I was more 
or l e ss in a hurry . . . We agreed on a p r i c e of $125 t o do the work in con-
n e c t i o n with the balance shee t aud i t and I be l i eve I did $125 worth of 
work. That i s about the s i z e of i t . . . I did what I would o r d i n a r i l y do 
u n l e s s the re was something t h a t came up t h a t was p e c u l i a r or d i f f e r e n t or 
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I suspected anything, but in t h i s case I d idn ' t and actual ly I had only 
th is short experience in connection with brokers . . . If I suspected there 
was anything wrong one thousand dol lars wouldn't have covered the thing, 
I mean, whatever you have to go through I - - in other words, I wouldn't 
have taken the engagement at a l l because I was in a hurry to get away . . . " 
I t does not appear that the fai lure of the ce r t i f i ed public accountant 
to perform a sa t i s fac tory audit contributed to the fraud perpetrated by 
the broker-dealer involved, nor apparently did his extreme laxi ty occasion 
losses to investors of the brokerage firm. For these reasons and since the 
accountant has f i led a s t ipula t ion in which he has admitted that he was 
familiar with the Commission's Rule X-l7A-5 and with Form X-17A-5; that 
he had not observed the minimum audit requirements prescribed by that form; 
and that he would never again pract ice before th is Commission as an 
accountant, the proceedings with respect to him were discontinued. 
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